LOW INCOME HOUSING TAX CREDIT PROGRAM

COMPLIANCE MANUAL

Includes all updates through November 2002

Michigan State Housing Development Authority
Low Income Housing Tax Credit Program
735 E. Michigan Avenue
PO Box 30044
Lansing, Ml 48909
(517) 241-2560 [Compliance Monitoring]
(517) 373-6007 [LIHTC Allocation]
www.michigan.gov/imshda

Equal Housing Opportunity
Equal Opportunity Employer



MICHIGAN STATE HOUSING DEVELOPMENT AUTHORITY

LOW INCOME HOUSING TAX CREDIT PROGRAM

COMPLIANCE MANUAL

Includes all updates through November 2002



TABLE OF CONTENTS

SECTION I
INTRODUCGTION.......coiiiitiieiieeee ettt sttt st s 1-1
SECTION II
OVERVIEW OF THE LIHTC PROGRAM
Part 200 Background of the LIHTC Program ...........ccccoeeeeveiienieeiiienieeieeieans 2-1
Part 205 Tax Credit OVEIVIEW......cc.eiiiiiiieiieeiteeie ettt 2-1
Part 210 Amount of Credit Available............ccocceviiniiiiniiiniicc 2-2
Part 215 Qualified Allocation Plan ............ccccooeieiiiiiiiiceeee e, 2-2
Part 220 The LIHTC Allocation Process ..........ccoeevereenerienieneeienieneeeeenen 2-2
Part 225 IRC Section 42 Compliance and Monitoring Requirement............... 2-3
Part 230 Compliance Period..........c.coocuieiiieriieiieeiieiie e 2-3
Part 235 IRS 8609 (Low Income Housing Credit Allocation Certification)....2 - 4
Part 240 ReStrictive COVENANT.........covviiriiriiriieierienieeie e 2-5
Part 245 Qualified CONIACT..........eeeeeiiiieeeeiiee e e 2-5
Part 250 Year 15 and After the Compliance Period Ends.......ccccccceeeenninee. 2-6
Part 255 Important Periods for LIHTC Projects ........cccoccvevveeviiencieenieeeieeieenns 2-6
Part 260 Major Regulations & Legislation Impacting LIHTC......................... 2-6
Compliance Monitoring
SECTION III
RESPONSIBILITIES
Part 300 The Michigan State Housing Development Authority ...................... 3-1
A. Issue IRS Form 8609 ......ccccuoiiiiiiiiiiiiiieee e 3-1
B. Prepare Regulatory Agreement / Restrictive Covenants ................... 3-1
C. Review Owner Certification of Continuous Compliance.................. 3-1
D. Review Tenant Income and Rent Report..........cccocvveevieeciiiniiiiiiennnns 3-1
E. Conduct On-site MONItOTING .....c.eevirueerieriiniienieeieeieeneeie e 3-1
F. Notify IRS of Noncompliance .........c.ccccveviieviienciienieniieieeieeeeeeenenn 3-1
G. Record Retention ...........cocueeiieiiiiiieiieeieeceee e 3-1
H. Conduct Training and Provide Continuing Education....................... 3-2
L. National Council of State Housing Agencies (NCSHA) ................... 3-2
J. Subcontracting of Compliance Monitoring Function ........................ 3-2
Part 310 OWNEr Of PrOJECt ....cvviiiiiiiiiiiiiietceee s 3-3
A. The Project Owner Should Be Knowledgeable About...................... 3-3
B. Comply with terms of LIHTC Allocation Agreement....................... 3-3
C. Meet Project’s Initial Eligibility Requirements..............ccccccveeruvenenn. 3-3
D. Prepared and Submit Annual Certifications ..........ccccceevveeerieriieeninnne 3-4
E. Train On-site Personnel ...........coccovoieviiiiiiinienieeeeeeeeen 3-4
F. Ensure Proper Maintenance ...........ccceeecvveeeveeeesiieeeciie e 3-4
G. Record-Keeping and Record Retention ...........c.ccccvevvveeieniieniiennnnnnn, 3-4
H. Maintain a Development File...........ccccooveviiiiiiiiiiiiieeeee e, 3-5
L. Maintain a Tenant / Unit File for Each Unit in the Project................ 3-5
J. Prepare and Submit Low Income Housing Credit (IRS Form 8586).3 - 5
Table of Contents Page T -1 November 2002

Michigan LIHTC Compliance Manual



K. Administration and NOtifiCatioN ..........eeeeeeeeeeeeeeeeeeeeee e 3-5

Part 320 Management Company and On-site Personnel............ccceveenennenee. 3-5
Part 330 Owner Certification of Continuous Compliance ...........cccceeeeuveeennenn. 3-6
Part 340 Tenant Income and Rent Report (TIRR) .......ccooeviiieiiiniiiiiiiiieenee, 3-7
Part 350 The Development File..........ooovviieiiiieiiieeiieeeeeeeee e 3-8
SECTION 1V LIHTC ALLOCATION BASICS
Part 400 What is the LIHTC?...cc.oooiiiiiiiiieeeeeceeeeee e 4-1
Part 405 |0 FTeq10) [ 5 7 1 SRS 4-1
Part 410 Minimum LIHTC Set-ASide........ccoveevierieniiieiieneeieneeeieeeeeee 4-1
Part 415 Applicable Fraction..........cccveeeiieeiiieeiiieccee e e 4-3
Part 420 Qualified BasiS........ccoouiiiiiiieiic e 4-4
Part 425 The Annual Tax Credit AMOUNt .........coooueeiiiiiiiniiiieeeeeee e 4-4
Part 430 Allocation and Year of the Credit.........c.cevervienieninieniiniiicncee 4-4
Part 435 Placing an LIHTC Building in Service.........cceevveeveivieeciieeniieeeree e 4-4
Part 440 Credit Period ......couevieiiiiiiieiceeeeeeeee s 4-5
Part 445 First Year of the Credit Period.........cc.ccoooiiiiiiiiiniiiiiecees 4-5
Part 450 Claiming the LIHTC In Years Two Through Ten........ccccococveenenee. 4-6
Part 455 Units That Have Never Been Occupied By Qualified Residents ......4 - 6
Part 460 The Two-Thirds (2/3) Rul€........ooovieeiiieeiieeeeeeeeeeeee e 4-6
Part 465 When Compliance Period Begins...........cceeevieviivciienieeiiieniecieeenns 4-7
SECTION V INCOME LIMITS, RENT LIMITS AND UTILITY ALLOWANCES
Part 500 Income Limits for the LIHTC Program..........cccccoceevienieneniicneenennne. 5-1
Part 505 Computation Methodology for Income Limits...........cccccecvverueennnnnne. 5-2
Part 510 Minimum Income Requirements ............cccoceerieenieeiiieniieniienieeicene 5-2
Part 515 Maximum Gross Rent.........ccccoviiiiiiiiiiiiiiiiinicceceecneeeeee 5-3
A. Projects Allocated Credit in 1987, 1988 and 1989 ........ccccocvevvenenne. 5-3
B. Projects Allocated Credit After January 1, 1990 .........ccoeevvieiiennnnns 5-4
C. Changes in Rent Limits.........cccceviriiniiiiiniiniiienienecceicneeeeeeen 5-4
Part 520 Additional Fees and Charges ..........ccoceevieeiienieniiienieeieenieeieeeineens 5-5
Part 525 Section 8 / Rental ASSIStanCe.........cccueevueeeiieniieniieiieeieeie e 5-6
Part 530 Rural Housing Services - Rental Assistance.........cccccceeveveeriveeieennens 5-6
Part 535 Gross Rent Floor Election...........ccceeoiiiiiiiiiniiiiieeeeeeeeee 5-7
Part 540 Uity ALIOWANCE......veiieieeiieiieeieeeiie ettt eve e seveeseeenneens 5-7
Part 545 Sources of Utility ALIOWANCES ........ccervvereineeiienienieeieeieeeceeeieneene 5-8
A. Rural HOUSING S@IVICES......uiiiuieiiieiieeiieiieeieeeiee et eeee e eee e eene e 5-8
B. HUD Regulated Buildings .........ccccoceeveriiiniininiiniininicneceeieeeeen 5-9
C. Tenants Receiving HUD Rental Assistance ..........cccceecveeevveeveeneennen. 5-9
D. MSHDA — Financed Projects...........ccceeeeneriieneeneniiinicieneneeeeenes 5-9
E. Buildings without HUD or RHS Assistance or MSHDA-Financing.5 — 9
F. Utility Companies EStimate ..........cccoecveveeniniieniinenicncciceiceceeen 5-10
Part 550 Updating the Utility ATIOWANCES ........cceceveevvieriieiiieniieiieeie e 5-10
Part 555 Annual Utility Allowance Documentation Form..........ccccceceveenenee. 5-11
Table of Contents Page T -2 November 2002

Michigan LIHTC Compliance Manual



SECTION VI QUALIFYING TENANTS FOR LIHTC UNITS

Part 600 Summary of Tenant Certification Procedures.........ccccceceeveevuerienncne 6-1
Part 605 Household’s Annual Income............coocuieiiiiiiiiiiiniiiiieeieeeee 6-2
Part 610 AASSEES ..ttt et 6-3
A. Net Family Assets Greater than $5,000 ..........cccccovievenieneeneeieee 6-3
B. Net Family Assets Less than or Equal to $5,000...........ccccceveennenee. 6-3
C. Calculating Income from ASSEtS........cceeeveeeeriieeeiieeeiie e eevee e 6-4
D. DiIveStiture Of ASSELS ..c.vivuieriirieriieieeierieerte ettt 6-4
E. Asset Certification FOrm.........cooooiiiiiiiiiiiieceeceee 6-4
Part 615 The Rental Application..........ccceevviieriiiiiiieiieeiieiieeie e 6-5
Part 620 MSHDA Checklist (Identifying Income and Assets) ..........ccccuveenee.. 6-6
Part 625 Verifying Income and ASSELS.........ceerieeriieriienieniieieeieesee e eiieens 6-6
A. Effective Terms of Verification...........coeceeviiiiiiniiiiieiceiceieeee 6-6
B. Methods of Verification...........ccoceeveriinienienienieiecieeeieeeeeeen 6-6
Part 630 Calculating Total Household Income ...........cccceevvvveenciviecciieeeiieee. 6-8
Part 635 Issues Related to Income and Asset Determinations......................... 6-8
Part 640 Assets of Household Members ...........c.ooiieriiiiiiniiiiiieeieeieeieeee 6-9
A. Income and Assets of Children..........cccceeeiieeiiiiicciiieieeee e 6-9
B. Income and Assets of Full-Time Students...........ccocevieiinienennenen. 6-9
C. Income and Assets of Non-Members of the Household..................... 6-10
Part 645 MOVE-IN DALES ...t 6-10
Part 650 Tenant Income Certification (TIC) .......cccoovieiiiiiiiiniiiiiieiieieeee 6-11
Part 655 Effective Dates of Certifications..........ccceevveeeereenienieneeriesieneeeeen 6-12
Part 660 Summary of Recertification Requirements...........cccceecevvuerienennicnnen. 6-12
Part 665 Procedures for Recertification ............coceevevieneeiienienieienieceeeen 6-13
Part 670 Annual Recertification Waiver ...........cccceeeviieeiiieeciieeieeee e 6-14
Part 675 Lease AGreemMENT .......cccueeeiiiieriieeiieeieeeiee et eiee e eaeeeereeeeaeeeeeneas 6-14
Part 680 Qualifying Section 8 Tenants for LIHTC Units ........cccccccerveeneennennne. 6-15
Part 685 Qualifying Tenants in RHS Projects for LIHTC Units...................... 6-16
SECTION VII COMPLIANCE MONITORING PROCEDURES AND FORMS
Part 700 The Compliance Manual............ccocceeviiiiiiiiniiiiieieeee e 7-1
Part 705 Compliance Training Workshops ..........ccceevevevieniieecieenieciieeieeeene 7-1
Part 710 Compliance Files and Records............cooouiiiieiiiiiinniiiieceieee 7-2
Part 715 Annual Compliance Certifications — Project Forms ............ccccc.ce.... 7-3
Part 720 Annual Project Summary FOrm .......ccccoceviiiiniininiinicncceceeee, 7-3
Part 725 Compliance Monitoring FEes........ccccveviiiiieiiiienieeieesee e 7-4
A. Lump Sum FEes ......cooiiiiiiiiiiiiieeeteee e 7-4
B. ANNUAL FEES it 7-4
Part 730 Physical Inspection Fee.........c.ooouiiiiiiiiiiiiiiiiieeeeeeee e 7-5
Part 735 Due Dates for Annual Compliance Certifications .............ccccecvvenenns 7-6
Part 740 Forms for Certifying Tenant Eligibility ..........cccoverviiniininninicnennne. 7-7
Part 745 Status of Resident Occupancy (SRO) ......cceeevievieiiieiiiecieeeeeieee, 7-8
Part 750 Consent to Release Information ............cccceeeviieeeiieicciiecciie e, 7-8
Part 755 The Tenant / Unit File.......ccccooiiiiiiinieiiiieceeeeeeeeeen 7-8
Part 760 Setting Up and Organizing the Tenant / Unit File...........c..ccccceceeee. 7-9
Table of Contents Page T -3 November 2002

Michigan LIHTC Compliance Manual



Part 765 Auditing of Tenant / Unit Files by MSHDA ........cccccceviiiniiiiiens 7-11
Part 770 Physical INSPECtiONS........cccuieeiiieeiiieeieeeiee e 7-12
Part 775 Amendments to Compliance Monitoring Procedures........................ 7-12

SECTION VIII TENANT DEMOGRAPHICS / HOUSEHOLD COMPOSITION

Part 800 Determining Household Composition ..........cccceeevveeerieeenieeeeiee e, 8-1
Part 805 Occupancy GUIAEIINES .......cccueevierieeiienieeieeree et 8-1
Part 810 Full-Time Students..........cccooiiiiiiiiiiiee e 8-1
Part 815 Projects for the Elderly ........ccooiiiiiiiiiiiiiieeeeee e 8-6
Part 820 Persons with Special Needs / Developmental Disabilities ................ 8-7
Part 825 Section 8 Participants — Discrimination is Prohibited ....................... 8-7
Part 830 Tenants in LIHTC Projects funded by RHS ..., 8-8
Part 835 Citizenship / Legal Residency Requirements ...........ccccceeeereenieenennee. 8-8
Part 840 Transient Person..........cooviiiiiiiiiiiieiieeeeeeee e 8-8
Part 845 Manager / Employees as Tenants ...........cccccceeeveeniieniieniieenieeieenieeans 8-9
Part 850 Live-In Care Attendants...........cccccoveeniiiiiiiniiiieenieeieeeeee e 8-9
Part 855 Other Demographic ISSUES..........eecvieriiieiienieeiiesie e 8-10
A. Married Person Not Living with Spouse .........cccceeevveecieinciieeeieeeee, 8-10
B. Pregnant Woman / Unborn Children ..........cccooeeveniiniininicnecnennne. 8-10
SECTION IX UNIT, BUILDING, AND PROJECT-LEVEL RULES
Part 900 Definition of a Low Income Unit.........ccceveeiierieniniienienieeiesceenee. 9-1
Part 905 Mixed INCOmMe Projects .......cccueeveeiiiiiiiiiieiceeeseeeee e 9-1
Part 910 Deeper Targeting / Agency COvVenants..........cccceeeveerveesueenveenieennens 9-2
Part 915 140% / Next Available Unit Rule ........ccccoovoiiiiiiiiiniiiiiee 9-3
Part 920 Unit Vacancy RuUle........ccoooieeiieiiiiiiiciieeeeeceee e 9-7
Part 925 Unit Transfers .......oooeiiiieiieeeeeee e e 9-7
Part 930 Common Area Residential Unit.........ccooeeverierieneniienienceieceeenne, 9-8
Part 935 Common Space (Non-Residential) ..........cccereuieiiiniiiiniiniiiieene, 9-10
Part 940 Units Must be Suitable for Occupancy ..........cccceeevverieecieenveecieennenns 9-10
Part 945 Units Must be for Non-Transient USe...........ccccceevieeiiieniieeneenieeieens 9-10
Part 950 Units Must be for Use by the General Public .............cccceeviieiiennnn. 9-11
Part 955 Ineligible Facilities.........coouieiiieriiiiieiieeieee e 9-11
Part 960 Commercial SPACE .......ceccvieriieiiieieeieeeee et 9-11
Part 965 Community Service Facilities..........coceeverviiniininiinienieicnicneeeeen 9-12
Part 970 Building Identification Numbers (BIN#)........cccccoevveviieiiieniieiieinas 9-12
Part 975 LIHTC Project NUMDETS.......ccccvieriiriiniieienienieeieeieeeete st 9-12
SECTION X FEDERAL AND STATE LAWS, RULES, ETC.
Part 1000 Fair Housing Act / Discrimination Prohibited in LIHTC Projects ....10 - 1
Part 1010 Reasonable Accommodations / Americans with Disabilities Act.....10 - 1
Part 1020 Physical Condition Standards ...........cceeeevviiiiieiiiieniieienieeee, 10-2
Part 1030 Statutory Set-ASIAE ......covveriiriiiiiiereeeeeeee e 10-2
Part 1040 Non-Profit Participation.............ccceeeeuierieeciienieeieesiecieeee e 10-2
Part 1050 Statutory Set-Aside for Elderly Projects.......cccccoceevviininiiniincnicnnn. 10-3
Part 1060 Other RegUIAtions .........ccovvieiieiiieeiieiecieeee et 10-3
Part 1070 Qualified Allocation Plan ............cccoeevvieeiiiiciiiecieee e 10-3
Table of Contents Page T - 4 November 2002

Michigan LIHTC Compliance Manual



Part 1080

SECTION XI
Part 1100
Part 1110
Part 1120
Part 1130
Part 1140
Part 1150
Part 1160
Part 1170
Part 1180
Part 1190

APPENDIX A

APPENDIX B

APPENDIX C

Interfacing LIHTC with other Government Housing Programs........ 10-7

NONCOMPLIANCE

Types of Noncompliance ...........cccuveeeieeeeciieeeiieeniie e 11-1
CONSEQUETICES....ceeuvvieeniiieeiteeeiteeeiteeeiteeeiteeeiteestreesabeeesabeeesaneeesaseeas 11-1
Notification of Noncompliance to OWNer..........cccccuveeevveeniieeeveeennne. 11-2
Notification by Owner to MSHDA ..........ccoooiiiiiiiiiciieeeeee e 11-2
Correction Period..........coceiiiiiiiiiiiiiee e 11-3
Reporting Noncompliance to Internal Revenue Service.................... 11-3
RECAPLUTE .. 11-3
Retention of Noncompliance Records by MSHDA................cceenee. 11-4
| B3 E:1 011 11 SRS 11-4

Sale, Transfer, or Disposition of the Project after the Placed-In........ 11-4
Service Date

MSHDA / LIHTC Forms for Certifying Project Compliance
Owner Certification (LIHTC 020)
Tenant Income and Rent Report (LIHTC 021)
Instructions for Completing the TIRR
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Annual Project Summary (LIHTC 042)
Utility Allowance Documentation (LIHTC 043)
Common Area Unit Designation Statement (LIHTC 047)
First Year Credit Statement

MSHDA / LIHTC Tenant Certification Forms
Authorization to Release Information for Section 8 Participants
Asset Certification (LIHTC 045)

Student Eligibility Certification
Checklist / MSHDA Programs
Tenant Income Certification

MSHDA / LIHTC Policies

LIHTC Policy # 1  Gross Rent Floor Election

LIHTC Policy # 10  Common Area Units

LIHTC Policy # 61  Married Individuals Living Apart

LIHTC Policy # 62  Deeper Targeting and Multiple AMGI Levels
LIHTC Policy # 63  Prohibition Against Imposing Minimum Income

APPENDIX D

Requirements for Section 8 Recipients

HUD Handbook 4350.3
Section 8 Guidelines HUD Handbook 4350.3 CHG-27
(Income, Assets, and Verification)
Section 8 Guidelines HUD Handbook 4350.3 CHG-28
Federal Register (Vol. 61, No. 203), published Oct. 18, 1998
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APPENDIX E Sample HUD Third Party Verification Forms
Alternate Form of Verification of Employment
Verification of Termination of Employment
Verification of Social Security Information
Verification of Public Assistance
Verification of Military Pay
Verification of Pension and Annuities Data
Verification of Unemployment Benefits
Verification of Veterans Administration Benefits
Alternate Verification of Assets on Deposit
Verification of Educational Assistance

APPENDIX F IRC Section 42
IRC Section 42
General Explanation of the Tax Reform Act of 1986 (The “Blue Book™)

APPENDIX G LIHTC Compliance Monitoring Regulations
LIHTC Compliance Monitoring Regulations issued January 14, 2000, [26CFR & 1.42-
5]

APPENDIX H IRS Notices, Revenue Rulings, Revenue Procedures

Internal Revenue Service, “Frequently Asked Questions”

IRS Revenue Ruling 92-79, Extended-Use Commitment

Federal Register Vol. 62 No. 187 (published Sept. 1997), Available Unit Rule

IRS Notice 89-6, Utility Allowance

IRS Revenue Ruling 92-61, Treatment of Resident Manager’s Unit

IRS Revenue Ruling 90-60, Recapture Bonds

IRS Revenue Ruling 90-89, Minimum Set-Aside Requirements

IRS Revenue Ruling 91-38, LIHTC Questions and Answers

IRS Revenue Ruling 94-57, Changes in Area Median Gross Income

IRS Revenue Ruling 95-49, Tenant Right of First Refusal

IRS Revenue Ruling 94-9, Number of Bedroom Method Election

IRS Revenue Ruling 2002-65, Eligible Basis Reduced by Federal Grant

IRS Revenue Procedure 94-57, Gross Rent Floor

IRS Revenue Procedure 94-64, Obtaining a Waiver of Annual Income Recertification
See Appendix K (Recertification Waiver)

IRS Revenue Procedure 94-65, Documentation of Income from Assets

Rev. Proc. 99-11, Alternative to Posting a Surety Bond

Notice 88-80, Determination of Income

Notice 88-91, Building Identification Number

IRS Notice 88-116 Placement in Service
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APPENDIX 1 Internal Revenue Service (IRS) Forms
IRS 8586 Low Income Housing Credit
IRS 8609 Low Income Housing Credit Allocation Certification
IRS 8611 Recapture of Low Income Housing Credit
IRS 8693 Low Income Housing Credit Disposition Bond
IRS 8823 Low Income Housing Credit Agencies Report of Noncompliance

APPENDIX J Forms for Other Government Programs
HUD 50058
HUD 50059
HUD 9887 and 9887A
Forms RHS 1944-8 (USDA-Rural Housing Service — Tenant Certification)

APPENDIX K Recertification Waiver
Annual Income Recertification Waiver Guidelines
Sample Letter — Owner Request to Proceed
IRS Revenue Procedure 94-64, Obtaining a Waiver of Annual Income Recertification

APPENDIX L NCSHA Best Practices Forms and Policies
Owner Certification of Continuing Program Compliance
Tenant Income Certification
Employment Verification
Student Verification
Certification of Zero Income
Under $5,000 Asset Certification

APPENDIX M Qualified Allocation Plan
Michigan QAP for 2002

APPENDIX N Guest Articles / Discussing LIHTC Compliance Issues
1. “Thinking About Year 15 of a Low-Income Housing Tax-Credit Partnership
“Low-Income Housing Tax Credit Partnerships: Thinking About The Year-
15 Transitions”

bh

3. “Combining Tax Credits and Tax-Exempt Bonds: Understanding the
Differences”

4. “Combining Tax Credits and Other Major Federal Programs”

5. “Clarification of § 42(I)(1), Certification with Respect to 1* Year of Credit
Period”

COMPLIANCE MANUAL ORDER FORM
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